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A steady drop in monthly inflation since April is encouraging President Juan Carlos Wasmosy's
administration to consider easing the conservative fiscal and monetary policies in force since
the beginning of 1994. Among other things, the executive may substantially lower interest rates
while granting wage hikes for public and private sector employees. In early January, the Wasmosy
administration launched a broad austerity drive to lower the government's fiscal deficit and cut the
bottom out of inflation. Among other things, the government substantially cut subsidies on most
public services, authorizing hikes in fuel prices and rates for water, electricity, and transportation.
At the same time, the government granted a one-time hike of 15% in the minimum wage, under
the condition that there would be no new salary increases until at least 1995. And, the executive
maintained extremely-high interest rates since the beginning of the year to soak up excess liquidity,
with interest on loans and deposits ranging from 36% to 47% since January. The wage hike,
combined with the jump in public service rates, led to a sharp increase in the consumer price index
(CPI) in January and February, with inflation reaching about 3% per month. But by March, the CPI
began to drop steadily, reaching 1.9% in March, 1.1% in April, and then just 0.5% in May.
On July 1, the Central Bank (Banco Central de Paraguay, BCP) reported that monthly inflation
remained at 0.5% in June. Accumulated inflation for the first six months of the year is now 10.3%,
and the annual inflation rate for the 12-month period ending in June was 20.9%. As a result, BCP
officials and most independent economists estimate that the government should be able to meet
its goal of 15% annual inflation by year-end 1994, marking a reversal in the trend since 1992, when
annual inflation began to climb. In 1991, the CPI had reached a low of 11.8%, but in 1992 it jumped to
17.8%, and then last year it climbed slightly again to 20.4%.
Nevertheless, the government's tight monetary policies since January provoked heavy criticism from
the business community, which demands that the government lower interest rates to encourage
economic growth. At the same time, labor and peasant organizations have launched massive
demonstrations and strikes throughout the first half of the year to protest government austerity.
In March, some 50,000 peasants marched in the capital and some rural areas to demand that the
government raise the price for cotton paid to small farmers from 0.40 cents (US$) to 0.64 cents, and to
speed up government programs to provide land titles and credit to poor farmers.
In May, the country's two most-powerful labor federations Central Unitaria de Trabajadores (CUT)
and Central Nacional de Trabajadores (CNT) held the first general strike in Paraguay in 35 years to
demand a 40% hike in the minimum wage, which presently rests at 345,000 guaranies (US$182) per
month. The strike, which led to violent clashes with police, failed to achieve its goals, encouraging
the labor federations to plan a prolonged general strike for the end of July if the government does
not raise the minimum wage.
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The record-low inflation rates in May and June, however, have encouraged the government to
reconsider its fiscal and monetary policies to stave off more confrontations with business and labor
groups. On the one hand, the BCP is considering a sharp drop in interest rates to just above 20%,
although no decision has yet been made, according to spokespersons from the Central Bank. On
the other hand, the government opened tripartite negotiations with business and labor groups
at the beginning of July to discuss a hike in minimum wages. So far, talks have snagged over the
government's stubborn insistence that any salary increase remain within a 10% to 15% range
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